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OBJECTIVE EXAMINATIONS IN PROFESSIONAL ACCOUNTING
SAMPLES AND COMMENT
Introduction
There is much that needs to be said about as new a venture as the use 
of objective tests in accounting on a uniform nationwide basis. In a pre­
ceding brochure entitled "Objective Examinations in Professional Accounting” 
the writer presented the general case for greater objectivity in any exami­
nations wherein the need for accurate appraisal of the examinee was im­
portant. The argument was therein made that such objectivity could be 
achieved by a careful analysis of the teaching - learning - examining 
process without any serious sacrifice of other values.
It is the purpose of this brochure further to advance this argument 
by presenting a number of sample accounting examination problems in the 
fully objective form, together with a discussion of possible variations and 
some of the reasoning behind the particular devices selected.
To a considerable extent these problems parallel those used in the 
examinations of the Committee on Selection of Personnel to date, and it is 
hoped, therefore, that this paper will also serve the immediately practical 
purpose of familiarizing accounting faculties and students with what may be 
expected at the present stage of the Committee’s thinking.
In discussions of the merits of objective examinations one frequently 
hears it said that they are all right ”if the subject matter to be examined 
is purely factual," and if we, therefore, merely want a "parrotting back of 
memorized facts and figures." It is sadly true that many an attempt at ob­
jective examining is pretty well characterized by such statements. On the 
other hand, if we accept these indictments as symptomatic of the very poor­
est kind of objective examining effort, they may prove, in the reverse, to 
be effective guides to a greatly improved examining technique.
The common disrepute of "merely factual matter" in examinations sug­
gests the avoidance of such matter. It is easy to do this in accounting 
examinations since accounting is primarily a matter of relationships and 
has comparatively little content worth examining which is merely "factual." 
More about this later.
The condemnation of test material which allows a "mere parrotting back" 
of learned material is applicable to any type or form of test. Intimate ac­
quaintance with many kinds of test forms would probably indicate that this 
particular sin is far more often committed by the old essay type of test 
than by any other. Certainly, if the test maker is aware of the principle 
involved and places emphasis on the concept rather than on the words, the 
form, and the routines of the usual text and lecture presentation, he can 
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effect this principle at least as well in the objective forms as he could 
in any other. In fact, the writer is willing to assert that this oppor­
tunity to get a fresh, different, oblique slant is one of the greatest ad­
vantages of the objective test forms in the field of accounting. Support 
for this statement is best developed by reference to the actual sample 
problems presented herewith.
Significant corroboration of the commonly accepted convictions as to 
what is good and what is bad in examining technique is supplied by the 
process of item analysis which is one of several methods used in judging 
the effectiveness of objective examination items. As explained in the 
preceding bulletin, such item analysis gives a clear indication (within 
the limitations of the criterion used) of the effectiveness of any problem 
or question to discriminate between the better and the poorer examinees. 
This power to discrimate is known technically as validity.1 The important 
point for our purposes is that a study of the validities of hundreds of ex­
perimental examination items definitely backs up the popular objection to 
the use of straight factual or categorical material for examination pur­
poses. These validity studies also show very clearly the high desirability 
of setting up the examination problem with a "slant" that is as different 
as possible from the familiar text or classroom angle.
Fortunately there is comparatively little temptation in the field of 
accounting to use the straight "factual" type of problem. About the closest 
that one comes to this is in the common classification problem in which the 
student is asked to classify a list of accounts into groups, such as asset, 
liability, capital, expense, and income, or some more involved variation. Such 
problems have been used frequently at the high school bookkeeping level and 
in civil service examinations. They may serve a useful function when an 
easy problem is wanted to introduce an examination. Such questions, how­
ever, do not prove to have very high validities. The items are likely to 
be so easy that the only errors made are those of sheer carelessness. On 
the other hand, if the test maker tries to make them hard he is likely to 
find himself getting immediately into too difficult or controversial matters. 
Either of these conditions is sure to ruin the discriminating effectiveness 
of the item.
One of the experimental examinations of the Committee on Selection of 
Personnel (CSP) opened with just such a problem. Among the thirty accounts 
to be classified were: Accounts Receivable, Merchandise Inventory, and 
Plant Equipment. These turned out to be very easy, with difficulties of 
99, 99, and per cent respectively and validities of .11, .17, and .19 
respectively, which indicate them to be very poor items. Three other items, 
Reserve for Expansion of Plant, Reserve for Federal Income Taxes, and Re­
serve for Retirement of Bonds, which were intended to be more difficult, 
turned out to have difficulties of 17, 22, and 15 per cent respectively 
and validities of .10, .03, and .24 respectively. It was clear in this 
analysis that these three items were too difficult for the group being
1Validity is expressed as a decimal. Validities of .40 or above are or­
dinarily regarded as good; those of .30 to .39 as fairly satisfactory; those 
of .20 to .29 as doubtful; and those below .20 as indicative of a need for 
revision or elimination of the item. The relative difficulty of an item is 
expressed as the percentage of examinees who get the item right. In general, 
difficulties should run between 20 and 80 per cent, although a few easier 
items are considered proper at the beginning of an examination and a scatter­
ing of harder items is allowed if their validities are especially high.
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tested. In addition, the item "Reserve for Federal Income Taxes" apparently 
committed the sin of being controversial. Its validity of .03 certainly puts 
the finger on it as improper for use in an examination at that stage.
These six items and seven other weak ones were dropped; the remaining 
seventeen items in the final form of the test have an average difficulty of 
64 per cent and an average validity of .42. Although this section of the 
test has been definitely improved by dropping the poorer items, the com­
paratively low average validity of .42 is evidence of the difficulty of ob­
taining good results with material so simple and so nearly factual. This 
apparent inadvisability of using simple factual questions seems to make test 
construction initially somewhat more difficult, but it eventually results in 
much better tests.
In accounting it is very true that "circumstances alter cases." It is 
so often true as to be almost the rule that the background situation against 
which a question is asked must be considered in arriving at a correct answer. 
Even in the apparently simple situation of account classification, we can 
very rapidly outrun the simple categorical situation. For instance, 
the correctness of classifying certain assets as current, fixed, or invest­
ments requires a considerable appreciation of the particular circumstances 
surrounding the items to be classified. Sometimes even such illusive factors 
as the intention of the management with regard to the item must be considered. 
Classifying expenses into manufacturing, selling and general administration, 
as soon as it gets beyond the entirely obvious items, becomes either a problem 
of the most reasonable prorating, or a problem of delving into the organiza­
tion chart and the allocation of functional responsibilities.
The difficulty pointed out above does not mean that classification 
problems must be entirely avoided, but merely that the test maker must be 
extremely careful to give the examinee all the information that is really 
necessary to a reasoned solution without giving the answer away in so doing.
Against the foregoing general background, let us now look at some of 
the accompanying sample types of problems, testing each in terms of its 
avoidance of memory matter, and its possession of the positive merit of the 
"fresh slant;" that is, its requirement of real understanding of the under­
lying concepts.
Journal Entries and Objectivity
Just where "mere fact" leaves off and reasoning about relationships 
commences is not usually a simple determinable point. In a formal sense, 
cur old favorite problem, requiring the journalizing of transactions, is a 
matter of identifying affected categories, and in that sense "a mere fact" 
problem. The thing that saves this problem and makes it much better than 
the straight classification problem discussed above is that each transaction 
involves two or more categories and thus their relationship. This, plus the 
problem of the directional effect, complicates the situation just enough to 
make it an effective test device.
This is characteristic of many areas in accounting. 
set up a problem on a simple "categorical" basis, but we 
driven into "relationships" that practically speaking we 
of cur examinations being too simply factual.
We may begin to 
are so quickly 
need have no fear
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The problem of putting the journal entry into fully objective form is 
worthy of somewhat extended examination, both because of its own importance 
and because it is a good illustration of the kind of thinking by which many 
of the older problem types can be evolved into effective objective forms.
The old style, or free answer form, of problems in which the examinee 
was directed simply to ’’journalize the following transactions” often re­
sulted in unexpected answers that were half right, right under certain 
strained assumptions, or at least not wholly wrong. Such answers were very 
difficult to grade satisfactorily.
A first step toward tying down this situation is to present as part of 
the problem a chart of accounts from which the examinee must select the ac­
counts he uses in his journalizing. This chart may be extensive enough so 
that it does not give away the expected answers, and, of course, the trans­
actions will be so set that the probability of alternate right answers is 
virtually eliminated. Used in this form, the journalizing problem becomes 
a multiple-choice problem with as many possible choices for each debit and 
credit as there are accounts in the prescribed chart. For manual scoring 
of small groups this is a good device and entirely objective.
For greater facility in scoring, the same framework consisting of chart 
of accounts and transactions can be used, with a reduction to the standard 
five-part multiple-choice form by setting up as choices for each trans­
action five account numbers for each debit and five for each credit from which 
the examinee must make his choice. Or, against the same background, five 
combinations of debit and credit can be set up for each transaction from 
which the examinee must select the right combination. While these forms ap­
parently increase the help given to the examinee, a skillful choice of the 
suggested wrong answers and the use of more intricate transactions will 
still result in whatever degree of difficulty is desired.
Still another adaptation of the journal entry to a fully objective form 
is illustrated in the accompanying sample examination. Here no chart of 
accounts is shown, but five complete journal entries are given for each 
transaction, from which the examinee must make his choice. This form is 
simpler to set up and should be useful for a test which seeks to go rather 
exhaustively into certain specialized areas. The other forms seem more 
adapted to the broader testing as in the CSP Level I and Level II examina­
tions.
Note that the directive in the sample journal entry problem requires the 
examinee to choose that entry which he considers "most satisfactory" rather 
than calling for the one which is "right.” Of course, wrong entries are not 
satisfactory. However, there may be instances in which two or more entries 
are technically right, but of these one may be more satisfactory in the sense 
of more complete, more in accord with approved terminology, or more satis­
factory for any other reasons that the test maker wishes to build into the 
problem. This is the sort of refinement which may be build into objective 
examinations at many different points. It involves infinite care lest it 
destroy the true objectivity of the problem, and should be done only with 
very careful consideration for its applicability to the group to be examined. 
A particular use of such a refinement might be entirely proper and very ef­
fective for a group of students who have just come through a particular 
training pattern, and, at the same time, it might be very unfair and invalid 
for some other specific group or for a very general use such as the CSP 
examinations hope to serve.
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It has been the experience of examiners in the social sciences, and it 
probably will be true of many places in accounting, that the directive for 
the multiple-choice problem should call for the choice of the ’’best” solu­
tion rather than the ’’right” solution. In the social sciences this is true 
for the reason that there is often no open-and-shut right answer to the 
problem. It appears that this device may become more necessary in the 
testing of the higher realms of accounting. With this safeguard it will 
be feasible to go into certain important areas of accounting analysis where 
it might be hazardous indeed to claim entire rightness or correctness for 
any particular solution.
Bookkeeping Techniques and Objectivity
One of the areas of accounting in which employers have often found young 
accountants deficient is the area of bookkeeping techniques. This lack may 
have been caused in part at least by the assumed difficulty of adequate test­
ing in this particular area. Certainly the old essay question, ’’Discuss the 
function of special columns in the books of original entry,” did not con­
stitute effective examining. It was a fairly clear invitation to "parrott 
back" a few "buzz words.” On the other hand, to set up a problem requiring 
actual entries to be made in books, and requiring the books to be posted, 
always seemed like a disproportionately awkward job to attempt for examina­
tion purposes.
Fortunately this area lends itself readily to testing in the objective 
form and the experimental examinations to date indicate this material to be 
of very high validity. Material in this area is as varied as business it­
self, so that new problems can be produced at will. Probably no class any­
where has ever had before it the particular bookkeeping system envisaged in 
the accompanying sample examination. There is no danger that any examinee 
can answer the questions from memory. If, in his preparation, he did not 
come quite close to getting the concept of the special column function, he 
is not going to get a very high score on this type of problem.
One occasionally hears the grumble that objective tests are not realistic. 
This type of bookkeeping test may be offered in answer to this claim. Fun­
damentally, it parallels closely the very realistic situation of a new college 
graduate setting out on a new job and having to run a system or at least to 
understand a system which he has never seen before. His frequent reaction 
will be that he does not like the particular system; perhaps he feels that 
in some respects it is poorly designed. Yet he must use it, understand it, 
answer questions about it. It would be difficult indeed to get the same 
degree of realism into any essay question on this point or to compress the 
same amount of real examining into the same time limits through the use of 
a formal problem.
Mathematics in Accounting Tests
How much mathematics should be included in the CSP achievement tests is 
a moot question. Mathematics lends itself beautifully to the objective 
format. We all certainly agree that the ability to handle figures rapidly 
and accurately is a high requisite for accountants. Most accounting major 
curricula provide for at least a semester of mathematics of finance as a 
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separate course. Coinround interest, annuities, and bond valuations are 
treated in some degree by certain widely used intermediate accounting texts. 
Under these conditions, how much "math” should be put into the Level I and 
Level II achievement tests?
To date only the very simplest mathematical calculations have been 
included—percentages in comparative statements and interest and discount 
on promisory notes of which the accompanying sample problems are typical. 
It should be noted that these problems do not ask merely for the con­
structive calculations as they must be made in business. The comparative 
statement problem takes the obviously artificial dodge of asking for "back­
ward” calculations to supply missing figures, and several of the notes 
problems likewise require the reversing of normal calculations. The pur­
pose of this is to get away from any application of a memorized routine or 
formula. Experience amply justifies this technique by showing a higher 
validity for such problems than for problems set in the more conventional 
style.
If it should be finally decided to admit more complicated mathematics 
to the examinations, there ls.no limit to the varying possibilities of ob­
jective questions in the area. Certainly no one could get by in this area 
by memorizing a few formulas if the test maker uses even a modicum of 
imagination.
Bank Reconciliation Problems
This old favorite problem is quite likely to remain in favor a long 
time. It lends itself very well to the objective technique. It is an 
ever-present phenomenon in business; it is of the very essence of public 
accounting; and it can be used at virtually any level of difficulty. The 
two Level I tests already used prescribed a particular form of reconcilia­
tion and required the examinee to specify in which of the four sections 
thereof each of the described reconciliation items would be entered. This 
makes a natural four-part multiple-choice question, and the item analyses 
have shown it to have exceptionally high validity. Form B of the Level II 
test uses the same general idea of prescribing the form but sets it up for 
two related bank accounts which are to be reconciles simultaneously. Form A 
of the Level II examination outlines a company’s whole cash handling routine 
for two commercial accounts, describes errors that have been made and cer­
tain attempted corrections thereof, and requires the examinee to identify 
the resultant net effects upon the cash account, the two check book bal­
ances, and the bank statement balances.
In problems of this kind which naturally call for considerable des­
cription of situation and circumstance there is an excellent opportunity 
to test the examinee’s ability to sort out the consequential from the in­
consequential. The properly drawn examination problem will parallel the 
practical situation by mingling the determining factors with plausible but 
irrelevant bits of information. In this way, we can begin to test the 
examinee’s power of analysis in conjunction with the testing of even very 
simple relationships. In comparatively simple situations, the examinee’s 
failure to analyze takes the form of literal mindedness in the errors that 
he makes, causing him to use, as his solution, the words that happen to 
appear in the problem rather than to penetrate to the general meaning of the 
situation.
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The reconciliation problem in the present collection of samples takes 
a different slant. It requires the examinee to think through the fundamen­
tal reconciliation situation and then to consider what entry, if any, need 
be made on the depositor’s books to give effect to the correction. The 
entry, if one is to be made, is shown in terms of the classification of 
the account (other than cash) involved. The requirement of such a three- 
step analysis makes the problem quite a bit harder, and if parallel ex­
perience in other problems is a guide, considerably more valid than if it 
had been set in a simpler mold.
Effect-of-Errors Problems
The two sections of the test entitled "Effect of Accruals” and "Effect 
of Certain Errors” are obviously closely related. One purpose of setting 
them up as two problems here is to demonstrate the flexibility of the ob­
jective form. These samples are also a good illustration of the care that 
is necessary in writing the general descriptive background. Provision is 
made that for the purposes of this test all accrued and deferred items are 
to be considered in the current section of the balance sheet. Without this 
precaution, there would be no certainty of answer when the current ratio is 
involved. The further provision that the current ratio is about 4 to 1 
(i.e. greater than 1 to 1) is necessary where an error may involve an omis­
sion from both the current asset and current liability sections.
In the Effect of Certain Errors section, the statement that the company 
always sells at a substantial profit ties down the answer in part 2 in which 
the answer would be changed if the examinee was allowed to assume that the 
sale involved had been made exactly at cost. This would have made the 
answer "right" in the sense that both the net profit and current ratio were 
right, yet the examinee would have hesitated to call the whole accounting 
right. This is obviously an exaggerated precaution used here to make a 
point. How far to go with such precautions must depend upon the circum­
stances under which the examination is to be used. For a small local group 
with a uniform training, it is less necessary to be so careful; generally 
one can rely upon the background assumptions of "normal business conditions," 
"other things being equal,” and so forth. The ideal, however, is to make 
the problem as self-contained and air-tight as possible.
There used to be a dictum of pedagogy that it was wrong ever to put 
before the students the incorrect or erroneous way of doing anything. This 
would seem to leave the test maker who uses so many effect-of-errors problems 
on the defensive. Proper class room strategy is, of course, to demonstrate 
the right way to do things, and we may assume that this strategy is usually 
followed. The reason for swinging the tests to the other point of view is 
the necessity as far as possible of avoiding any application of memorized 
formulas by the examinee. To answer the question in this form, the ex­
aminee must understand the normal technique, must read and comprehend exactly 
what the stated deviation from normal was, and must relate the two to deter­
mine the exact effect of the error. Problems in this form have again and 
again demonstrated high validity.
The accompanying samples are rather mild applications of the effect-of- 
errors technique, since they require the examinee to determine the effect 
upon only the net profit of one year and the current ratio. Whenever 
- 8 -
desirable, this type of problem can be stiffened by requiring the determina­
tion of the effect upon the several years possibly involved, upon the re­
sulting surplus after several years, or for errors involving purchases, 
sales and inventories, upon merchandise turnover.
There is ample opportunity in this type of problem for introducing any 
desired amount of plausible but irrelevant material both in the general in­
structions for a section and in the descriptions of particular transactions, 
in order to give the examinee plenty of chance to confuse himself with non- 
essentials.
The Single Entry Income Determination Problem
Here is a problem which uses subject matter that is frequently ignored 
in typical college accounting courses. It is, however, subject matter which 
is close to fundamental relationships, and simple enough in terms so that 
the intelligent sophomore should be able to work his way through it without 
too much trouble. Note that the general descriptive material gives enough 
information to make the problem workable even for those examinees whose 
preparation may not have covered it specifically. For a group of students 
who have had good fundamental training but whose course had not mentioned 
the single-entry method of net income determination, this is just about an 
ideal problem.
For use on a large group of examinees some of whom have had and some of 
whom have not had this specific training, there is the inevitable residue of 
unfairness in comparing group with group. Similar inevitable differences in 
preparation will always be one of the difficulties in setting up CSP exami­
nations at the several levels. For these difficulties there will be no magic 
cure. In part, we shall have to rely on one of the inherent advantages of 
the objective-type examination. It will always be a long examination in the 
sense of covering many different areas so that injustices done one group at 
one point will tend to be balanced by other injustices done to other groups 
at other points.
The more important protection against injustice of unfair "coverage” 
however will have to lie in the scrupulous care on the part of the test 
maker and his advisors. If, in spite of advance screening, substantially 
unfair subject matter does get into an examination, we may presumably rely 
upon a vociferous howl from the test users to set things right. Such a 
howl is hereby declared not only entirely proper and constitutional but 
essential to progress in the art of examining in professional accounting.
It is very important at this time, however, to make the point that it 
is considered good testing technique to utilize subject matter which has 
probably not been specifically covered in the examinee’s preparation. 
This is true as long as the handling of such subject matter requires the 
application of concepts and skills which presumably do lie within the ex­
aminee’s scope of preparation. The balance is a delicate one. The dif­
ference between the intentional and proper reaching out for fresh subject 
matter and the unfair dragging in of "unjust" matter will sometimes seem a 
fine distinction.
Closely related to this topic is that of the general level of difficulty 
on the CSP examinations. Whereas in-course examinations are often pitched so 
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that the majority of the students will come out with grades of 80 or above, 
with perhaps none below 50, it is considered desirable in order to get a really 
revealing spread to pitch the CSP examinations to a tougher standard so that 
the median numerical score will probably fall between 50 and 70 per cent or 
even 40 and 60 per cent. If this is understood when the difficulty of speci­
fic subject matter is under consideration, a much better Judgment can be ar­
rived at than if there were confusion as to the over-all difficulty standard.
Partnership Problems
These problems illustrate the use of subject matter, the elements of 
which are probably found in every first-year course. There are probably great 
differences, however, in how far the various courses go with partnerships. 
Five of the problems involve the sharing of profits under varying conditions, 
which should be well within a reasonable extension of commonly taught subject 
matter. The fifth problem requires a reverse calculation which will catch 
many of the "in-the-groove-only plodders,"
The last three partnership problems concern dissolution, and the writer’s 
guess is that they may go a little further beyond the examinee’s specific 
preparation in many cases. Whether these problems would be fair for an exami­
nation at the end of the first-year course or not is perhaps a borderline ques­
tion. The fact that an instructor might feel that they would be pretty hard 
for some of his students does not rule them out necessarily. Rather, he should 
ask whether some of the better students would have a fighting chance at them. 
If this were so, then the problems would be effective in spreading out his 
class to reveal those who had real ability and those who did not. Somewhere 
in such a range should fall the top difficulties as judged subjectively by 
the instructor who uses the tests.
Finally, of course, there will always be the judgment of over-all item 
analysis which will put the finger unmistakably on subject-matter errors that 
have crept by all previous precautions.
Inventory and Depreciation Problems
In these last four sections we are dealing with subject matter that may 
safely be assumed to be within the usual accounting major-curriculum. They are 
included here as illustrations of the objective technique. The requiring of com­
parison between different methods is a useful device which often makes an ob­
jective problem click in circumstances which seem to defy effective testing. It 
will be recognized of course that these problems are fundamentally our old stand­
bys and that their only claim to novelty lies in their being set up in objective 
form.
Summary
The subject of objective tests in accounting is still too new for any writer 
to feel much confidence in tying the strings on a package called "summary.” The 
most that can be hoped from this rambling discussion and the accompanying prob­
lems is that they may give others who are interested the benefit of such explora­
tory thinking as has been done to date. Most of what seems good and sound, the 
writer hastens to assert, is as it is by reason of adaptation from the work of 
experts in objective testing in other fields. Although accounting seems beauti­
fully adapted to this technique, the chances are that the work done to date is 
a mere scratching of the surface and that real progress will be the result of 




Tills section of the test consists of five transactions for each of 
which there are five suggested Journal entries, only one of which is 
satisfactory. In each case, you are to make a heavy black mark on the 
answer sheet in the proper space to indicate which of the Journal en­
tries you consider most satisfactory.
1. Merchandise which had been sold on account to Jones for 
$500 is returned after the account had been settled with 
a discount taken. Jones, who is an active customer, asks 
that hie account be credited rather than that cash be re­
funded .























2. A customer, Hill, whose account had been written off as 
bad on July 14 by a charge to the Reserve for Bad Debts 
pays in full on July 23.
(1) Cash 250
Bad Debts Expense 250
Accounts Receivable (Hill) 250
Reserve for Bad Debts 250
(2) Reserve for Bad Debts 250
Accounts Receivable (Hill) 250
(3) Cash 250
Reserve for Bad Debts 250
(4) Cash 250
Accounts Receivable (Hill) 250
(5) Accounts Receivable (Hill) 250
Cash 250
Accounts Receivable (Hill) 250
Bad Debts Expense 250
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3. On March 31, Smith, a customer, endorses over to us in part 
payment of his account a $1,000 five-month 6% note signed 
by Brockman, which he, Smith, had held since January 1. We 
allow him credit for the accrued interest.
(1) Notes Receivable 1000
Accrued Interest Income 15
Accounts Receivable (Smith) 1015
(2) Notes Receivable 1025
Accounts Receivable (Smith) 1015
Interest Income 10
(3) Cash 1015
Notes Receivable Discounted 1000
Interest Income 15
(4) Notes Receivable 1000
Accrued Interest Income 15
Accounts Receivable (Smith) 1000
Interest Income 15
(5) Notes Receivable 1015
Accounts Receivable (Smith) 1000
Interest Income 15
4. A truck which had cost $1,250 on January 1, 19^, is com­
pletely wrecked on May 1, 1947. Original estimates on this 
truck had been: five-year life; $50 scrap value. There was 
no insurance.
(1) Reserve for Depreciation 720
Loss on Wreck of Truck 530
Delivery Equipment 1250
(2) Loss on Wreck of Truck 400
Scrapped Truck 50
Reserve for Depreciation 720
Depreciation Expense 80
Delivery Equipment 1250
(3) Loss on Wreck of Truck 370
Reserve for Depreciation 720
Depreciation Expense 160
Delivery Equipment 1250
(4) Loss on Wreck of Truck 450
Reserve for Depreciation 720
Depreciation Expense 80
Delivery Equipment 1250
(5) Reserve for Depreciation 800
Loss on Wreck of Truck 450
Delivery Equipment 1250
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5. The company pays off at par a $100,000 matured, twenty-year 
bond issue against which it has been accumulating a funded 
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The Gibson Manufacturing Company operates an accounting system with books 
of original entry as shown herewith and ledgers as follows: General Ledger, 
Customers Ledger, Factory Ledger.
Files of unpaid and paid vouchers constituted the detail records on 
creditors. The cost accounting system consists of a factory ledger and 
factory journal (not shown here), which comprise a complete and self-balancing 
record of departmental and product costs.
It should be assumed that the whole accounting system is well tailored 
to the Gibson Company’s transaction frequency and administrative needs.
Debit and credit references and folio columns have been omitted purposely 
from the books of original entry.
Express your judgment as to the truth or falsity of each of 
the following statements by making a heavy black mark on the answer 
sheet in the first space for "true” and in the second space for "false.”
(1) The accounts receivable column in the general
journal is designed to receive debits. T. F.
(2) The purchase of a new machine would be entered
initially in the voucher register. T. F.
(3) The discount column in the cash receipts book
column is for sales discounts. T. F.
(4) The receipt of rent on a piece of property tem­
porarily leased to another company would require 
entries in the voucher register and the cash re­
ceipts book. T. F.
(5) The payment of bond interest would be entered 
only in the check record.
(6) Each sales invoice would be entered in the sales 
analysis book by putting its total in the ac­
counts receivable column and by spreadings its 
detail to the proper product column or columns.
(7) Creditor invoices offering cash discounts are 
entered at their gross amounts in the voucher 
register.
(8) The vouchers payable control account in the 
general ledger would control the gross totals 
(i.e. not net of cash discounts) of the vouchers 
in the unpaid vouchers file.
(9) The procedure for the purchase of and payment for 
raw materials indicates the carrying of inventory 
on the first-in-first-out basis. T. F.
(10) The debit factory ledger column in the journal 
would be used to transfer manufacturing wages 
and salaries to the cost accounts in the factory 
ledger.
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The following problems require you to demonstrate your under­
standing of the technique of posting from Gibson’s books of original 
entry to the general and subsidiary ledgers.
Indicate the proper posting for each of the items called for be­
low by making a heavy black mark in the proper space on the answer 
sheet in accordance with the following schedule:
Space 1 not posted.
Space 2 posted as debit to some general ledger account.
Space 3 posted as credit to some general ledger account.
Space 4 posted as debit to some subsidiary ledger account. 
Space 5 posted as credit to some subsidiary ledger account.
(11) The total of the voucher payable column of the voucher register.
(12) Detail items in the raw materials column of the voucher register.
(13) The total of the raw materials column of the voucher register.
(14) The detail items in the advertising column of the voucher register.
(15) The total of the advertising column of the voucher register.
(16) The detail items in the sundries column of the voucher register.
(17) The total of the sundries column of the voucher register.
(18) The detail items in the accounts receivable column of the cash 
receipts book.
(19) The total of the accounts receivable column of the cash receipts book.
(20) Total of the voucher amount column of the check record.
(21) The detailed items in the discount column of the check record.
(22) The total of the discount column of the check record.
(23) The detail items in the check amount column of the check record.
(24) The total of the check amount column of the check record.
(25) The detail items in the accounts receivable column of the sales
analysis.
(26) The total of the accounts receivable column of the sales analysis.
(27) The total of the product #2 column of the sales analysis.
(28) The total of the first (left) general column of the general journal.
(29) The detail items of the first (left) factory ledger column in the 
general journal.
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The following tabulation is designed to compare the profit and loss 
statements of the Hassler Trading Company in such a way as to emphasize 
the percentages of change. Certain figures have been omitted, and you are 
required to recalculate some of them in order to answer the following ques­
tions.
Make a heavy black mark in the 'proper space on the answer
sheet to express your Judgment.
1. What was the net profit for 1947?
Comparative Profit and 











Sales 150,000 +20.0 +25.0
Cost of Sales 125,000 +12.5 +38.9 +56.2
Gross Profit 20,000 30,000 25,000 +50.0 -16.7 +25.0
Selling Expense 10,000 -8.3 +10.0
General Adm. Exp. 6,000 +8.3
Total Expense 16,000 +15.6 -2.7 +12.5
Net Profit 4,000 +187.5 -39.1
(1) Between $4,500 and $6,500
(2) Between 6,500 and 8,500
(3) Between 8,500 and 10,500
(4) Between 10,500 and 12,500
(5) Above 12,500.
2. What was the sales amount for 1945?
(1) Between $ 82,000 and $102,000
(2) Between 102,000 and 122,000
(3) Between 122,000 and 202,000
(4) Between 202,000 and 222,000
(5) Above 222,000.
3. What was the selling expense for 1946?
(1) Between $ 9,000 and $ 9,500
(2) Between 9,500 and 10,000
(3) Between 10,000 and 10,500




This section of the test concerns notes which are portrayed in the 
following examples. All interest and discount calculations should be made 
to the accuracy of the nearest half-month.
Indicate- your answer in each case by making a heavy black 
mark in the proper space on the answer sheet.
1.
$25,000.00 Boston 63, Mass.
June 1, 1947
Five months after date I promise to pay 
to: Donald Kirk or order
twenty-five thousand dollars with interest 
at 4 per cent per annum.
Signed
Ross Graham
If Kirk holds this note for its full period, how much will 







( ) New York 19, N.Y.
July 1, 1947
Three months after date, I promise to pay to 
Robert Newton or order
_______________________________ with interest
at 0 per cent per annum.
Signed
Bussell August
This note is intended exactly to settle an account of $5,682.48 
which August owes Newton. If Newton has agreed to accept such 








$10,000.00 Saybrook, N. Y.
August 1, 1947
Four months after date I promise to pay
to George Thomas__________ or order
ten thousand and - - - - - no/100 dollars with
interest at 5 per cent.
Signed
William Husband
Thomas holds this note until October 16 and then discounts it 










Three months after date I promise to pay to 
_________ James Kaul_________________  or order 




This note was given in exact settlement of an account owed by 
Frank to Kaul. Frank’s religion forbade his agreeing to pay 
interest but he did not mind signing this note of such an 
amount that Kaul actually realized interest at the rate of 









$5,000.00 Belmont 78, Mass.
June 24, 1947
Eight months after date I promise to
pay to Robert Park or order
five thousand and - - - - - no/100 dollars.
Signed
H. Nelson
Park held this note until________________  at which time he
discounted it at his hank, the bank charging him at a 6% dis­
count rate. Park realized $4,837.50. What was the date of the 
discount?
(1) Some time in July
(2) Some time in August
(3) Some time in September
(4) Some time in October
(5) Some time in November.
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Bank Reconciliation and Cash Entries
One of the very common tasks which every bookkeeper faces in connection 
with the reconciliation of the bank account is properly to correct the books. 
Some of the reconciliation items require no entries on the books, some re­
quire debits to cash and some require credits. The entries affecting cash 
may require debits or credits to expenses or incomes (i.e. profit and loss 
elements), or they may require debits or credits to assets or liabilities 
(i.e. non-profit and loss elements).
The following items were taken from the June 30 bank reconciliation of 
G. Bigge and Company. You are to identify the effect of each item by putting




1 - No entry required
2 - Cash XXX
Profit and Loss XXX
Space 3 - Cash XXX
Asset or Liability XXX
Space 4 - Profit and Loss XXX
Cash XXX
Space 5 - Asset or Liability XXX
Cash XXX
1. The June bank statement showed a service charge based 
on May account activity, $15.72.
2. It is discovered that Bigge had borrowed $10,000 on June 6 
by giving the Company's note to the bank and had forgotten 
to tell the bookkeeper about it.
3. The Company had 24 checks outstanding on June 30 which 
totaled $4,250. One of these for $35 was outstanding since 
May 27.
4. On May 18 a customer’s check for $522 which had been de­
posited on May 17 came back marked "n.s.f.” It was charged 
back to the customer’s account and held. This check was re­
deposited on June 2 upon assurance from the customer that it 
would then be good. No entry was made in June.
5. The bank statement shows a "deposit” of $150 which turns out 
to be for coupons which the bank clipped for Bigge Company 
from bonds which it holds as collateral to a Bigge note.
6. In May the Company had ordered payment stopped on a payroll 
check for $96 which had been fraudulently issued. It was 
shown erroneously among outstanding checks in the May 31 
reconciliation. These facts are discovered in the attempt to 
reconcile at June 30.
7. The bank’s attention is called to the fact that it has charged 
the company a service fee of $12 on a foreign exchange trans­
action that was never consumated.
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8. On June 29 the Company deposited a customer’s check for $318 
which was charged back to the Company’s account on June 30 
and returned with the statement, "This check was marked ’n.s.f." 
Bigge accepts the customer’s promise to pay "in a month or two."
9. A check signed by Bigge and payable to the bank included among 
the June cancelled checks but not shown in the cash book or 
stubs of the checkbook is explained as a counter check which 
Bigge used at the bank to pay the Company’s non-interest­
bearing note due June 25.
10. A check for $75 included among the June cancelled checks is 




In trying to convince President Hart of Hart, Incorporated that his 
accounting should he put on an accrual basis, a certified public accountant 
dug up items as described below which the Hart Company had entirely neglected 
in closing its books at the end of its first year of business, June 30, 1947. 
In each case, the accountant pointed out how the omission of adjustment for 
the item affected the net profit for the year Just closed and the current 
ratio in the June 30 balance sheet. To avoid unnecessary complications, all 
accrued and deferred items are to be considered as in the current asset and 
current liability sections of the balance sheet. Assume that the current 
ratio is about 4 to 1.
For each of the items you are to indicate by making a heavy 
black mark in the proper space on the answer sheet which of the 
five suggested effects the omission of the necessary adjustment 
for the item would have.
1. Probably uncollectible accounts estimated at $1,575 lurked 
undetected in the accounts receivable ledger.
(1) Net profit too high, current ratio too high
(2) Net profit too high, current ratio too low
(3) Net profit too low, current ratio correct
(4) Net profit too low, current ratio too low
(5) Some other effect.
2. Office fixtures had depreciated to the extent of $75.
(1) Net profit correct, current ratio too low
(2) Net profit too high, current ratio too high
(3) Net profit too high, current ratio correct
(4) Net profit too high, current ratio too low
(5) Net profit too low, current ratio correct.
3. There was on hand $65 worth of fuel which had been charged 
to fuel expense.
(1) Net profit too high, current ratio too high
(2) Net profit too high, current ratio too low
(3) Net profit correct, current ratio correct
(4) Net profit correct, current ratio too low
(5) Net profit too low, current ratio too low
4. Wages were accrued at June 30 in the amount of $342.
(1) Net profit too high, current ratio too high
(2) Net profit too high, current ratio too low
(3) Net profit too low, current ratio too high
(4) Net profit too low, current ratio too low
(5) Some other effect.
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5. A half year’s interest for the period May 1 to October 31 on a 
mortgage owned had been received and credited to the interest 
account on May 1.
(1) Net profit too high, current ratio correct
(2) Net profit too low, current ratio too low
(3) Net profit correct, current ratio too low
(4) Net profit too low, current ratio too high
(5) Some other effect.
6. A barrel of lubricating oil purchased for the delivery trucks 
on May 1 was two-thirds consumed by June 30, but since it had 
not yet been paid for the transaction was not recognized in 
any way.
(1) Net profit too high, current ratio too high
(2) Net profit too high, current ratio correct
(3) Net profit too high, current ratio too low
(4) Net profit too low, current ratio too high
(5) Some other effect.
7. On May 1, a $1,000 bond had been purchased at par plus accrued 
interest of $13.33 and the whole purchase price had been charged 
to an account called "Bonds” among the fixed assets. The inter­
est dates on this bond are January 1 and July 1.
(1) Net profit too high, current ratio too high
(2) Net profit correct, current ratio correct
(3) Net profit too low, current ratio too high
(4) Net profit too low, current ratio too low
(5) Some other effect
8. On February 1, a $2,000 bond had been purchased at par plus 
accrued interest of $41.67 and the whole purchase price had 
been charged to an account called "Bonds” among the fixed 
assets. When the semi-annual interest was received on March 1, 
it was credited to interest income. No further accounting was 
done for this bond and its interest.
(1) Net profit too high, current ratio too high
(2) Net profit too high, current ratio too low
(3) Net profit too low, current ratio too high
(4) Net profit too low, current ratio too low
(5) Some other effect.
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Effect of Certain Errors
In each of the following five problems you are given the description 
of a situation and a statement of how the Powell Company’s bookkeeper 
handled it. In each case you are to Judge the effect of his method by 
selecting one of the five choices offered. For purposes of Judging the 
effect on the current ratio, consider the accrued and deferred incomes 
and expenses in the current section of the balance sheet. Assume that 
the Powell Company always sells at a substantial profit and that the 
current ratio is about 4 to 1.
Indicate your answer in each case by making a heavy black 
mark in the proper space on the answer sheet.
1. Certain purchases had been made on December 27, 1947, The 
merchandise was in transit at the close of the year. The 
invoice had been received by mail and had been checked 
against the purchase order, but since the goods had not ar­
rived, the bookkeeper made no entry for the purchase nor did 
he include the goods in his end inventory.
(1) Bight
(2) Wrong - net profit overstated
(3) Wrong - net profit understated
(4) Wrong - net profit correct but current ratio overstated
(5) Wrong - net profit correct but current ratio understated.
2. Certain sales had been made on account on December 28, but 
the merchandise, which is crated and ready for shipment, 
was held at the customer’s request. The entry for the sale 
was not made, but the cost of the goods was included in the 
December 31 inventory.
(1) Right
(2) Wrong - net profit overstated
(3) Wrong - net profit understated
(4) Wrong - net profit correct but current ratio overstated
(5) Wrong - net profit correct but current ratio understated
3. The Company carries accounts for both rent income and rent ex­
pense since it is both a landlord and a tenant. On December 31, 
rent was accrued on property owned in the amount of $300 and on 
property leased from others in the amount of $500. The book­
keeper reversed the two amounts, but otherwise made the entries 
correctly.
(1) Right
(2) Wrong - net profit overstated
(3) Wrong - net profit understated
(4) Wrong - net profit correct but current ratio overstated
(5) Wrong - net profit correct but current ratio understated
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4. The Company’s payroll department reported wages accrued at 
December 31, 1947, in the amount of $950. The bookkeeper 













(2) Wrong - net profit overstated
(3) Wrong - net profit understated
(4) Wrong - net profit correct but current ratio overstated
(5) Wrong - net profit correct but current ratio understated.
5. The Company’s building service department reports coal left on 
hand December 31 estimated at $80. The bookkeeper debited Coal 
on Hand and credited Fuel Expense for $15 as shown in the follow­
ing T accounts:
Coal on HandFuel Expense




























Single Entry Net Income Determination
In the absence of regular, full, double entry accounting, many small 
businesses resort to the so-called single entry method of determining the 
net income for a year or other period.
Briefly stated this method compares the capital at the end of the 
period with the capital at the beginning of the period to determine a ten­
tative figure of net income. This tentative figure is then adjusted by the 
amount of any withdrawals or additional investments of capital that may 
have been made during the period, and the resulting figure is the true net 
income for the period. If reliable balance sheets as of the beginning and 
end of the period and reliable records of withdrawals and investments are 
available the method is simple and airtight. Frequently it is possible to 
reconstruct the balance sheets and the adjustment calculation from frag­
mentary data.
In each of the following problems you are given the necessary 
information for determining the year’s net income for a business. 
Select the correct amount from the five choices offered in each 
case and indicate your answer by putting a heavy black mark in the 
proper space on the answer sheet.
1. Capital at the beginning of the year.............. $10,000
Capital at the end of the year.  ................   12,000
Additional investments made during the year .... 1,400






2. Capital at the beginning of the year.............. $20,000
Assets at the end of the year....................   35,000
Liabilities at the end of the year . ................ 8,000
Withdrawals during the year.......................... 4,200







3. Assets at the beginning of the year........ .....$ 8,000
Assets at the end of the year................ ... 15,000
Liabilities at the beginning of the year ....... 5,000
Liabilities at the end of the year ................... 7,000
Withdrawals during the year.......................... 6,300
The net income for the year was:





4. Assets at the beginning of the year.................... $50,000
Liabilities at the beginning of the year ....... 8,000
Capital at the end of the year .......................  37,000
Investments during the year..........   3,000
Withdrawals during the year............................. 16,300
The net income for the year was:
(1) $-24,300 (i.e. loss)




5. Increase in assets during the year ...................  $5,300
Increase in liabilities during the year • ............. 3,800
Investments during the year 2,600
Withdrawals during the year 700
The net income for the year was:







Partners Arnold, Bates, and Corde have capital accounts of $50,000, 
$30,000, and $20,000 respectively. Their income sharing agreement, aiming 
to compensate them equitably for their varying investments of capital, ef­
fort, and risk-taking reads as follows: "The net income of each year is 
to be shared in the following manner: Bates is to receive an annual salary 
of $5,000; each partner is to receive interest at 6 per cent per annum on 
his capital account; residual profits are to be divided equally. All such 
shares of income are to be credited to the partners' drawing accounts and 
may be withdrawn by them at any time thereafter."
Answer each of the following questions by making a heavy black 
mark in the proper space on the answer sheet to indicate your choice 
among the five offered in each case. An answer to the nearest dollar 
shall be considered correct.






(5) Some other amount.






(5) Some other amount.
3. The net income for 1945 was a negative amount; that is, a 
net loss of $3,400. What was Bates’ total share in 1945?




(5) Some other amount.






(5) Some other amount.
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5. What net profit or loss for a year could result in Bates’ 




(4) Some amount less than $22,400
(5) Some amount greater than $32,400.
6. After sharing profits on December 31, 1947, the partners’ 








partners sell out their equity in the 
Chain for $123,000 each. How much of
At this point, the 
business to United











If the same situation obtained as in 6 above, but the 
selling price to United Chain is $88,500, how much of 











8. If the same situation obtained as in 6 above, with the 
added information that the partnership assets stand on 
the books at $201,000 and the liabilities at $87,000, 
and the terms of sale are that "the partnership sells 
its assets and good will to the United Chain for $306,000,” 






(5) Some other amount.
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Perpetual Inventory Pricing Methods
The Wilgoos Manufacturing Company is considering the advisability of 
changing its perpetual inventory pricing system from the first-in-first- 
out to either the last-in-first-out or the moving average issue price. 
One of its perpetual inventory cards is shown below with information with 
respect to balance on hand, purchases, and requisitions. Demonstrate your 
understanding of the meanings of these methods by marking the answer sheet 
to indicate your choice in each of the following problems.
Raw Material 246 X 25B
Date Reference
Received Issued Bal. on Hand
Units Value Units Value Units Value
6/1 Balance 100 320.
6/4 Req.1588 40
6/10 Vou. 729 200 720.
6/15 Req.1594 70
6/17 Req.l6o4 150
6/20 Vou. 780 50 200.
6/22 Req.1662 40
6/28 Req.1775 30
1. What would be the amount of requisition #1594, June 15, for 70 





(5) Some other amount.
2. What would be the amount of requisition #1775, June 28, for 30 





(5) Some other amount.
3. What should be the amount of requisition #16o4 for the issue of







Inventory Pricing and Net Income
It is obvious that the choice of an inventory valuation method may have 
considerable effect in shifting the recognition of income from period to 
period.
The A. Landacre Company which began business on January 1, 1945, wish­
ing to study this problem, asked its accountant to set up the accompanying 
tabulation of what the inventories would have been at the dates shown for 
each of the five inventory methods under consideration.
After studying these figures, indicate your answer to each 
of the following questions by making a heavy black mark in the 






First-in-first-out cost, or 














(1) First-in-first-out cost 100,000 140,000 110,000
(2) Last-in-first-out cost 82,000 85,000 74,000
(3) Moving average cost 90,000 120,000 115,000
(4) Market price 112,000 138,000 72,000
(5) First-in-first-out cost,or 
market, whichever is lower 99,500 137,400 71,900
1. Which method would show the highest net income in 1945?
2. Which method would show the lowest net income in 1945?
3. Which method would show the highest net income in 1946?
4. Which method would show the lowest net income in 1946?
5. Which method would show the highest net income in 1947?
6. Which method would show the lowest net income in 1947?
7. Which method would show the highest net income for the three
years combined?
8. Which method would show the lowest net income for the three 
years combined?
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Depreciation Under Varying Circumstances
A piece of equipment whose invoice cost was $12,180 has an expected 
lifetime under normal eight-hour shift operations and considering only 
"the wear and tear of use" of fifteen years. The question is here raised 
as to whether different circumstances under which this item is used should 
he considered in accounting for its depreciation.
Each of the problems below describes special conditions
and asks questions based thereon. In each case, indicate your 
answer by making a heavy black mark in the proper space on the 
answer sheet.
1. The unit is to be used in normal factory operations of 
one 8 hour shift; it will probably be replaced after 15 
years with a very similar unit. Its net salvage value 
is expected to be $180.






(5) Some other amount
2. The unit is to be used solely in connection with the extrac­
tion of a natural resource which is expected to take between 
10 and 12 years and to amount to a total production of 
480,000 tons. Production in the first three years runs 
60,000 tons, 50,000 tons, and 70,000 tons respectively.
What should the depreciation on this unit be in the 






3. The unit is used in and permanently affixed to a building on 
which the lease which was for a period of 10 years has 8 years 
to run after the date of acquisition of the unit. The company 
has an option to renew the lease at a 10% increased rental 
for an additional period of ten years.






(5) Some other amount
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4. The unit was purchased under a certificate of necessity which 
allows amortization as a war facility on a sixty-month basis 
for income tax purposes.





(5) Some other amount
5. The unit was purchased in 1940. The plant of which it is a 
part ran on eight-hour shifts in 1940, 1941, and 1942, but 
has been on a double eight-hour shift basis throughout 1943.





(5) Some other amount
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Depreciation — Effect of Shortcuts
In order to simplify its calculation of depreciation, the Linfor’s 
Company carries all of its factory machinery in one ledger account, 
"Machinery," which is debited with the cost of machines when purchased 
and credited with the cost when machines are retired. The annual entry 
debiting depreciation expense and crediting Reserve for Depreciation 
made each December 31 is estimated as 10 per cent of the balance in the 
machinery account as of the preceding July 1.
In this problem you are asked to judge the effects of this shortcut 
technique against what Linfor’s considers the "theoretically correct method 
which would set up separate accounts for each machine and depreciate the 
difference between its cost and net salvage value on a straight line basis 
over its own estimated life. Such a "correct method" would respect the 
fractional parts of a year by calculating depreciation on machines ac­
quired or retired during the year to the nearest month of actual service.
Indicate your answer in each case by making a heavy black 
mark in the proper space on the answer sheet.
1. A drill press is purchased on January 1, 1946, at an invoice 
price of $1,800 plus freight charges of $230. It has an es­
timated life of 8 years and an estimated net salvage value 
of $80.
How much more or less will be the annual depreciation charge 
on this machine by Linfor’s shortcut method than it would 






2. A vertical milling machine, with an invoice price of $24,200, 
an estimated net salvage value of $200, and an estimated life 
of 15 years was installed on April 1, 1946.
How much more or less depreciation was charged for this machine 
on December 31, 1946 by Linfor’s shortcut method than would have 







3. A punch press costing $8,750 installed was put into service 
on November 1, 1946. Its estimated net salvage value was 
$350 and its estimated life was 7 years.
How much more or less depreciation was charged for this 
machine on December 31, 1946 by Linfor’s shortcut method 







4. A flat bed planer which had been purchased on January 1, 1932 
at a cost of $24,250 and with estimates of 15 year life and a 
$250 salvage, is retired on December 31, 1946.
During the life of this machine, how much more or less deprecia­
tion was charged by Linfor’s shortcut method than would have 
been charged by the theoretically correct method?





5. A lathe which had cost $1,375 and whose estimates had been: 
life, 8 years; salvage, $175 when it was installed on October 
31, 1941, was retired on June 1, 1946, and sold to a used 
machinery dealer for $500.
How much more or less was charged to depreciation for this 
machine on December 31, 1946 by Linfor’s shortcut method 
than would have been charged by the theoretically correct 
method?
(1) $ 62.50 less
(2) 137.50 less
(3) 387.50 less
(4) 75.00 more
(5) 137.50 more.
